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Protection of Imports and Its Effects on Exports 

Given what we have learned thus far in the course, we can now see various 
ways in which import restrictions (such as tariffs) can adversely affect 
exports . 

1. The input effect. An increase in protection tends to give negative 
effective protection (discourage output and therefore import-competing goods 
production and exports) of all industries which use the protected goods as 
an input . 

2. The exchange rate effect. In a flexible exchange rate system, an 
increase in our protection increases the net demand for our currency by 
reducing our demand for imports. This causes our currency to appreciate which 
generally has a negative effect on our ability to export and produce 
import-competing goods. 

3. The relative price level effect. In a fixed exchange rate system 
an increase in our protection cuts our demand for imports. This increases 
the net demand for our currency. Under the price-specie-f low mechanism this 
leads to a gold inflow, a monetary expansion here, and an increase in our 
general price level relative to levels abroad. In turn, this makes our exports 
and import-competing goods less competitive. Similar results occur under 
a modern fixed exchange rate system. (You should be able to explain how.) 

4. The income effect. An increase in protection shifts the X-M curves 
of our trade partners to the left (our imports are their exports) . This cuts 
their Ys and hence their demand for our exports (which are their imports) . 1 


1 Note that this effect suggests that indirectly X is a positive function of 
Y. What effect would this relation have on the fix-price (income) analysis 
framework? What does it mean for the multiplier? 



